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INDEPENDENT AUDITORS’ REPORT

To the Board of Regents of
Eastern Kentucky University
And
The Secretary of Finance and Administration Cabinet
Of the Commonwealth of Kentucky

We have audited the accompanying basic financial statements of Eastern Kentucky University and its discretely
presented component unit as of and for the year ended June 30, 2004, as shown on pages 12 through 39. These financial
statements are the responsibility of the University’s management. Our responsibility is to express opinions on these
financial statements based on our audit. '

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the University and of its discretely presented component unit as of June 30, 2004, and the respective '
changes in net assets and cash flows, where applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

The management’s discussion and analysis on pages 2 through 11 are not a required part of the basic financial
statements but is supplementary information required by accounting principles generally accepted in the United States
of America, and is the responsibility of management of the University. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and €Xpress no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated December 14, 2004 on our
consideration of Eastern Kentucky University’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose
of that report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit. :

Aobelty s Tocoide w0

December 14, 2004

Member of
Deloitte Touche Tohmatsu




Eastern Kentucky University
Anagement’g Discussion and Analysig

As indicateq on the Statemen; of Net Assets, the University’s financia] Position wag
strong at Jype 30,2004, 1 fact th financia] Position gajneq Strength during the 2003-04

fiscal yegr with pet assets‘showmg an increase of $9.8 million during that period ag 4

Operationally, the Um‘Versity showed approximately $10.6 million more in toty]
Operating révenues for fiscal year 2003-04 Versus 2002-03. As indicateq in more detaj]

for the year ended June 30, 2004 of $9.8 million ag Compared to 4 decrease of $.8 million
for the year ended Jype 30, 2003, after giving effect to certain prior period adjustmentg
discussed jn Note 14,




Eastern Kentucky University
Management’s Discussion and Analysis
June 30, 2004

as of June 30, 2004, In anticipation that this formalization will occur once the 2004-06
state budget is approved and that the funds will neeq to be returned to the State, this
amount has been included In unrestricted het assets designation for specific purposes.

Using the Annual Report

This annuaj Teport consists of a serjeg of financial statements that have been prepared in
accordance with Governmenta] Accounting Standards Board (GASB) Statement No. 35,
Basic Financiqg] Statements ang Managemeny 's Discussion and Analysis - Jor Puplic
Colleges and Universities. The financia] statements consist of the Statement of Net

Reporting Entig

The University is a Component unjt of the Commonwealth of Kentucky
(Commonwealth).

Statement of Net Assets

The Statement of Net Assets serves to provide a snapshot of the financia] position of the
University as of the fiscal year end date of Jupe 30, 2004. 1t includes assets and liabilitieg
Segregated by current ang noncurrent as wel] ag pet assets. Overall tota] net assets is an
indicator as to whether the University’s financial condition has improved from one year

million, University investments of $1.9 million, and net capital asset additiong of $7.8
million. Of the total asset amount, $164.1 million were attributable to capital assets ag
of June 30, 2004.



Easterp Kentucky Um'versity
Anagement’g Discussion and Analysig

Increase jg attributable t, deferred revenue resulting from Sponsored programg and
grants, while the femainder, of approximately $6.9 million, is the Tesult of the pet
Increase jp bonds and capita] leases Payable. Of the $96.0 milliop in tota] liabilitieg »¢
June 30, 2004, $66.4 million Was attributable to long-term liabilitjeg.

* Net Assets - As indicateq above, tota] net assets increased by $9.7 million from

i 111 30, 2004, While there were
§ In net asgetg related to capital and othey Projects, approximately, §3 g
tiributable ¢, an increage jn unrestricted pet assets.  Of the total pet

(in thousands) June 30, 2004
—=JY, 2004
Assets:
Current assets ' $ 45,784
Capita| assets, net 164,123
Other‘noncurrent assets 42,657
— 34,007
Total assets $ 252 564
\%
Liabilities:
Current liabilities $ 29,573
Noncurrent liabilitieg 66,446
—— 00,446
Total liabilities : $ 96,019
%—_‘\\
Net Assets
Invested in capital assets, net of related dept $ 90,942
Restricted, €xpendable 42,494
Restricted, nonexpendaple 8,318
Unrestricted 14,791
—_— %9
Total net assets $ 156,545
\E.\'_\



Eastern Kentucky University
Managemeng’s Discussion ang Analysis
June 30, 2004

Unrestricted Net Assets

Inventories ‘ $ 493,189
Outstanding encumbrances 2,069,734
Departmenta| commitments 2,661,008
State trust fungs 2,367,594
State funding reduction reserve 2,035,325
Health care self-insurance reserve 1,300,000
Auxiliary working capital 551,561
University Capital projects 1,981,945
General contingencies 1,330,822

Total unrestricteq net assets $14,791,268

&%

Oof primary consideration in reviewing the Statement of Revenues, Expenses and Changes
in Net Assets are the following:

o Operating revenues



Eastern Kentucky University
Management’s Discussion ang Analysis
June 30, 2004

O Grants apd contracts — The University has been awarded 3 number of
external grants over the last severa] years. The amount of these grants can
signiﬁcantly fluctuate from year to year depending on grant periods and
funding levels, Additionally, income from grants is recognized only to the

million.
* Operating expenses

© Educational ang general — These expenditures are thoge associated with both
teaching and Support of the educationa] purpose of the University. It includes
instructiona] Costs, expenditures related to public service, academic support
Services such as the libraries, student services including heaith services and
Student activities, administrative costs for the Um'versity, and the maintenance
and operation of the University’s physical facilities. The total educationa] and
general expenditures for the year ended June 30, 2004 were $180.3 million



Easterp Ken

tucky University
anagement’s p;

Scussion apgq Analysig
4

(in thousan’ds)

Tuition and fee discount

$
Auxiliary enterpriseg discount
tudent financig) aid expense

3,457
Student financig) aid eXpense (gross)

$ 34,115
o Auxib‘aries — As ind;
to services [

tion of

amount of $73 -5 million,

ology Center for
,000 for the fi

scal year ended
distributiop Syste ject,



Eastern Kentucky University
Management’s Discussion and Analysis

June 30, 2004
For Year Ended
(in thousands) . ‘ June 30, 2004
Operating revenues ‘ $ 118,522
Operating expenses 187,521
Operating loss (68,999)
Nonoperating revenues-net 73,591
Income before capital appropriations,
and federal capital support A 4,592
Capital appropriations and fedgral capital support 5,188
Increase in net assets 9,780
Net assets at beginning of year as restated 146,765
Net assets at end of year $ 156,545

Statement of Cash Flows

The Statement of Cash Flows serves to provide information concerning cash sources and
utilization during a fiscal year. It focuses in three areas — cash generated/used in
operations, noncapital and capital financing activities, and investing activities.
Additionally there is a reconciliation section in this statement whereby the net cash used
in operations is reconciled to the loss from operations reflected in the Statement of
Revenues, Expenses and Changes in Net Assets.

The following is a condensed representation of the Statement of Cash Flows for the
University:



Easterp Kentucky University
Management’s Discussion and Analysig

June 30, 2004
For Year Endeqd

(in thousands) June 30, 2004

_
Cash Provided by (used in):

Operating activitieg $ (53,1 02)

Noncapita financing activities 72,381

Capital ang related financing activities (7,590)

investing activities 791
Net change in Cash and cash €quivalents 10,898

Cash ang Cash €quivalents gt beginning of year 37,919
— 94,919

Cash ang Cash equivalents atend of year $ 48,817

For Year Ended
(in thousands) _ June 30, 2004
.
Student Services Building $ 600
Law Enforcement Basic Training , 202
Fire Sprinkier Systems Residence Halls 15
Southeast Regional Postsecondary Education
Center at Corbin : 4,240
High Voltage Electrical Distribution System 2,750
Other 5,644
— 9,044
Total $ 13,451




Eastern Kentucky University
Management’s Discussion and Analysis
June 30, 2004

At June 30, 2004 the projects still in process were:

Total Expenditures Estimated Cost

(in thousands) at June 30, 2004 to Complete
Business and Technology Building $ 946 $ 18,054
Combs Hall Residence Hall Renovation 2,415 1,450
Health Education Center Phase | 6,051 842
Southeast Regional Postsecondary
Education Center at Corbin 760
Deferred maintenance/projects pool 5,937
Electrical Distribution Center 7,315
Total $ 9,412 $ 34,358

campus over the past few years. A portion of these bond proceeds will also be utilized
for other significant deferred maintenance projects.

Ve

Economic Factors Impacting Future Periods

There are a number of economic and other factors that could have an affect on the near
and longer-term financial results of the University:

* Enrollment — The University’s enrollment has increased significantly over the past

foreseeable future, but wil begin to do so at a less rapid pace. This enrollment
growth is attributable to the emphasis placed on higher education by the state in the
late 1990s and the University’s increased efforts to recruit and retain students.

S

funding levels to the University. These have come in various forms, the most recent
of which, in fiscal year 2003-04, came at mid-year after the budget was set and
activities were well into the fa] semester. These reductions in state appropriations not
only result in less revenue under normal circumstances, but serve to be especially
difficult during periods of rising enrollments. The University has had less state
funding to support its educational activities with the added expectation of providing a
quality education to more students. For 2004-05, it is anticipated that state funding
will approximate that recejved in 2003-04. Thus far there have been no indications of
further state reductions in 2004-05

10




Eastern Kentucky University
Management’s Discussion and Analysis
June 30, 2004

e Tuition — Due to the reduction in state funding noted above, the University had to
increase tuition at a higher rate for 2003-04 than has been the norm. This is true as
well for the tuition rates set for the 2004-05 fiscal year. Tuition increases are

qualified students through federal grant and loan programs. With these federal
sources, such as Pell grants, remaining stagnant in terms of amount available per

some of our students are eligible for federal grant aid, we are finding it may not be
sufficient to cover students’ educational costs. Additionally, we are finding that these
students who may not qualify for Pell and similar grants, but who still demonstrate
financial need, have very few sources other than loans, which also may not cover the
total cost of attendance. This is one area where the University is looking very hard in
terms of how resources can be reallocated and/or new funds can be found through
development efforts to assist students who cannot afford the cost of attendance,

® Strategic emphasis — The University continues to focus on strategic issues as it looks
toward its future and the continuation of accomplishing its mission. This is being
accomplished through strategic planning, the recognition that alternative sources of
Tevenue must be found to offset the reduction in public funds, the criticality of
developing partnerships and relationships relative to the economic development of
our region, opportunities for our students, and fundraising opportunities primarily in
the area of endowments, and the need to explore better and more efficient and
effective ways in which to educate our students,

11




Eastern Kentucky University

Statement of Net Assets
June 30, 2004
Assets
Current Assets
Cash and cash equivalents $ 23,082,197
Investments 5,661,000
Accrued interest receivable 190,932
Accounts receivable, less allowance of $6,454,158 14,891,871
Loans to students, less allowance of $47,299 713,159
Inventories 493,189
Prepaid interest and other expenses , 751,636
Total current assets 45,783,984
Noncurrent Assets
Restricted cash and cash equivalents 25,735,460
Investments ‘ ‘ 12,195,642
Loans to students, less allowance of $3 13,439 ' 4,725,938
Capital assets, net of accumulated depreciation of $148,831,564 164,122,745
Total noncurrent assets 206,779,785
Total assets $ 252,563,769

See Notes to Financial Statements

12




Eastern Kentucky University
Statement of Net Assets
June 30, 2004

Liabilities and Net Assets

Current Liabilities

Accounts payable 3,759,255
Other accrued liabilities 1,881,742
Accrued interest 642,863
Accrued salaries and benefits ' 2,799,937
Accrued compensated absences 2,736,087
Payroll withholding payable : 945,545
Refundable deposits 524,105
Assets held for others 267,348
Deferred revenue 9,281,046
Bonds payable 5,655,000
Leases payable . 1,080,072

Total current liabilities 29,573,000

Noncurrent Liabilities

Bonds pajable, noncurrent portion 43,060,000
Lease payable, noncurrent portion 23,385,816
Total noncurrent liabilities 66,445,816
Total liabilities 96,018,816
Net Assets

Invested in capital assets, net of related debt 90,941,857

Restricted: B
Expendable for capital projects , 26,438,526
Expendable for debt service 8,161,803
Expendable for loans to students _ 7,036,500
Expendable for scholarships 740,482
Expendable for institutional support 116,168
Unexpendable for permanent endowment 8,318,349
Unrestricted 14,791,268
Total net assets $ 156,544,953

See Notes to Financial Statements

13



Eastern Kentucky University Foundation, Inc.

Statement of Financja] Position
June 30, 2004
Assets
Current Assets
Cash ' $ 8,865,375
Pledges receivable, net of allowance of $45,000 - 849,010
Bequests in probate recejvabje 500,000
Accounts and notes receivable, net ‘ 27,250
;
Total current assetg 10,24 1,635
—t8,035
Noncurrent Assets
Investments 30,446,904
Funds helg n trust 353,514
Pledges receivable, net of allowance of $205,00¢ ' 1,188,630
Property ang equipment, net 1,694,216
—270216
Tota] noncurrent assetg 33,683,264
——005,204
Total assets $ 43,924,899
Liabilitjes and Net Assets
Current Liabilities
Payable to Eastern Kentucky University $ 297,916
Accounts payable 58,778
‘Assets held for others 9,175,000
—2 2,000
Total Current liabiljtjeg

Long-term Liabilities

' 9,531,694
—_—22,094
Annuity Payment and deferreq giving Liability

38,109
— 20,109
Total long-term liabilities 38,109
—_— 20,109
Total liabilitieg 9,569,803
—2207,603
Net Assets
Permanently restricted 12,205,780
Temporarily restricted 7,645,331
Unrestricted 14,503,985
—2Y5,785
Total net assets 34,355,096
—_—290,096
Tota] liabilitieg and net asgetg $ 43,924,899

See Notes 10 Financig] Statemenys

14



Easterp Kentucky University
Statemen of Revenues, Expenges and Changeg in Ne¢ Assets

Operating Revenyeg
Tuition apqg fees, net ~ $ 29,432,651
Federga] 8rants ang Contracts 51,446,333
State 8rants ang contracts 22,737,229
ongovemmental &rants and Contractg 2,784,005
Sales ang S€rvices of educationg] actvities 3,560,305
uxiliary entelpnses-housm 2,943 700
Auxiliary Cnlerprises-other 529,171
Other Operating Ievenueg 5,089,059
TT————2739,059
Total Operating Tevenueg 118,522 453
TT——0022453
Operaﬁng Expenses
Educational and generg]
Instruction 61,847 861
esearch 705,511
Public service 41,618,186
Librarjeg 2,902,121
Academic Support 13,795,959
Student Services 11,145 367
ttiona] sy ort 19,177215
Operationg and Maintenance of plant 15,869,786
Depreciation 9,820,547
Student financig] aid 3,456,747
Auxiliary enterpriseg
Housing and other auxiliarieg 6,016,218
Depreciation 726,345
ther €Xpenses 439,248
T 29248
Total Operating €Xpenses 187,521,111
2022111
Operating Loss

Nonoperating Revenyeg (Expenses)

§68,998,6582

State appropriation 71,448,109
TF endowment Matching grapys 932,545
Investmeny income 817,780
Interegt €xpense (3,043 5 83)
Other Tlonoperating revenyeg 3,761,692
ther nonoperating expenseg

Net Bonoperating revenueg

See Notes o Financig) Statements

15
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(325,100)

—— (325,100)
73,591,434

—— 73591434



cky University
Venues, €nses ang £es in Ne¢ Assets
Year Ided Jyp 30
Income/(loss) before ¢ pital Appropriatmns and Federq; Capitag Suppor¢ 4,592,776
Cap; appropriations 5,000,000
eder, Capita] Suppory 187,810
Increag, in Neg Assets , 9,780,586 ,
Net Assets a¢ Beginning Of Year, ¢ Festateq (Note 1) 146, 764,367
Net Assets, End of Year 3 156, 344,953
16




Eastern Kentucky University Foundation, Inc.
Statement of Activities
For Year Ended June 30, 2004

Revenues and Gains

Contributions

Investment returns, net of investment expenses
of $164,082

Other income, net

Net increase/(decrease) in unrealized and realized
appreciation on investments

Net assets released from restrictions -
satisfaction of program and time restrictions

Total revenues and gains

Expenses

Payments and support for Eastern Kentucky University:

Academic support
Scholarships

Total expenses
Changes in Net Assets

Net Assets at Beginning of Year

Net Assets at End of Year

See Notes to Financial Statements.

Temporarily Permanently

Unrestricted Restricted Restricted Total
§ 294,356 $ 913,784 § 1,217,996 § 2,426,136
358,440 349,901 - 708,341
396,625 - - 396,625
535,412 1,322,079 : 1,857,49{
2,283,476 (2,283,476) - -
3,868,309 302,288 1,217,996 5,388,593
2,174,089 - - 2,174,089
503,540 - - 503,540
2,677,629 - - 2,677,629
1,190,680 302,288 1,217,996 - 2,710,964
13,313,305 7,343,043 10,987,784 31,644,132
$14,503,985 $ 7,645,331 $ 12,205,780 $ 34,355,096

17




Eastern Kentucky University

Statement of Cash Flows
Year Ended June 30, 2004

Operating Activities
Tuition and fees
Grants and contracts
Payments to suppliers
Payment for utilities
Payments to employees
Payments for benefits
Payments to students
Loans issued to students and employees
Collection of loans to students and employees
Federal reimbursement of cancelled loans
Auxiliary enterprise charges
Resident halls
Other
Sales and services of educational
Other receipts

Net cash used by operating activities

Noncapital Financing Activities
State appropriations
RUETF endowment matching grants

Net cash provided by noncapital financing activities

Capital and Related Financing Activities
Capital appropriations
Proceeds from bond issue
Proceeds from leage financing with state
Purchase of capital assets
Principal paid on debt and capital leases
Interest paid on debt and capital leases
State reimbursement of capital lease payments
Proceeds from sale of capital assets

Net cash used in capital and related financing activities
Investing Activities
Proceeds from sales and maturities of investments
Interest on investments
Purchase of investments
Net cash provided by investing activities
Increase/(Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

See Notes to I, inancial Statements
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29,878,651
79,530,805
(45,990,422)
(4,910,404)
(98,497,970)
(24,014,969)
(3,373,943)
(569,782)
1,066,521
169,343

3,054,901

529,169
3,560,297
6,466,003

!53,101,800!

71,448,100
932,545

72,380,645
——r T

5,187,810
12,660,000
12,990,000

(19,346,661)
(19,035,000)
(3,824,396)
3,761,692

16,978

!7,589,577!

19,613,400
1,216,038

(21,620,691)
791,253).

10,898,015
37,919,642
— 20,019,642

$ 48,817,657
e,



e e

erating Jogq
Depreciation €Xpense
Loss o disposa of fixed agsetg

See Noteg fo Financial Statement;s'
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(68,998,653,
10,546,89,
776,370
169,343

(1,116,290)
496,739
(38,245)

22,363
(985,036)
1,174,409
25,835
12,931

4,811,548
48
$ 33,101,800
)



EASTERN KENTUCKY UNIVERSITY

Notes to Financja] Statements
June 30, 2004

Note 1; Nature of Operations and Summary of Significan¢ Accounting Policjes

Civic and charitable Purpose of the Umversity and Board jp any lawfy] Mmanner deemeg appropriate by the
Board. Thjg Purpose includeg the encouragement of scholarship and research and the Promotion of the
DPrestige, €Xpansion and development of the Um‘versity, Including the development of its physica] plant, jts
faculty anqg the assistance of its students and alumpj, Certain officers of the Foundation are also officers of
the Um'versity.

These financia} Statements o not include the financia] Operations apg financja] Position of Arjjy, ton
Association, Inc. (Arlington), a domestic honstock, non-profit Corporation, organized tq Promote cloger
relat:ionships among the faculty, star and alumnj of the University through  the Operation of , club
providing Organized Programs of socig) and recreationa] activities, and in furtherance of said Purpose, tq
Create a better understanding of the educationg] activities ang Opportunities at the Um‘versity.

Basis of A4 Ccounting gngq Presentatioy

The Um'versity Prepares itg financia] Statements a5 5 business~type activity in conformity wig applicable
ptonouncements of the Government) Accounting Standards Board (GASB). Pursuant to GASB Statemen
No. 20, the University has elected to apply the Provisions of g relevant Pronouncement of the Financia]
Accounting Standards Board (FASB) that were Issued on or be

with or Contradict GASB Pronouncements.

20
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UN1 VERSITY
Notes ¢, Financial Statements
Une 30, 200
Use of Estimates
The Preparation of financiy) Statements i, conformity Wwith accounting Principjeg &enerally accepted in the
lited Stageg Americy Tequires Managemen; o make estimates 4y, SUmptions thay affect the Ieported
amounts of assets ang liabiljtjeg and disclosyre of Contingen; assets ang Liabiljtieg atthe date of the financiy)
Statemen; and the I'eported amounts o Tevenueg, €Xpenses apq other anges in net assets during the
Teporting Period. Actua] Tesults coyjg differ from, those estimateg,
Cash Equy valengs

Maturitieg of three months oy less to, be cash
cash quivalents. ‘

, deterrmned using quoted ket Priceg
t, money market accounts apq Tepurchage agreementg are
Investment income Consists ¢ Interest anq dividenq Income ang ¢ niet change fo, the year j the fajr value
of Investmentg arried at fyj; valye,
Accoyny Recej) vable
Accountg Teceivap]e consjst prirnarﬂy of tuitiop and fee Charges ¢, Students, charges for auxiliar enterprige
Serviceg Provided ¢q 4 dents, aculty ang Staff ang Teceivableg from federal, State and DPrivate agencies for
grants anq Contracts, Accountg Teceivaple are recordeq net of egy, ted uncollectipje amount;
Loans ¢, Studenss :
The Um’versﬂy Makes Joapg to studenys under var, feders] and othey loan Programg Such loang
Teceivable gy Tecorded pet of €Stimated uncollectip; amo
Inventones

, first-

out basis) o market.
Capita] assets are recoy d at cost 5 the date of aCquisition o the date of donatiop i, the cage
of gifts. Ivestock for Catio al estimated fair vape. The Umversity’s
capitalization items With a ypi; Cost of $1,000 Or more apq an estimateq useful life of
x € year Clovations ¢ buil 0gs, infrag Cture ang land mprovemepy that Significany]
Icrease the value or exyo d the useful lifs of € are capjty]j, d. Routine Tepairs and Maintenance
are charge( to Operating €Xpense jp the year 10 which the €Xpenseg were Incurreq.

21




EASTERN KENTUCKY UNIVERSITY

Notes to Financial Statements
June 30, 2004

Depreciation of capital assets is computed on a straight-line basis over the estimated useful lives of the
assets generally 50 years for buildings, 15—20 years for land improvements, 25 years for infrastructure, 10
years for library books and 5—15 years for equipment.

Costs incurred during the construction of capital assets are recorded as construction in progress and are not
depreciated until placed into service. The university capitalizes interest as a component of capital assets

constructed for its own use. Tota] interest incurred and capitalized was $365,088 for the year ended June
30, 2004.

Compensated Absences

University policies permit most employees to accumulate vacation that may be realized as paid time off or,
in limited circumstances, as a cash payment. Expense and the related liability are recognized as vacation
benefits are earned whether the employee is expected to realize the benefit as time off or in cash. Sick leave
benefits expected to be realized as paid time off are recognized as expense when the time off occurs and no
liability is accrued for such benefits employees have earned but not yet realized. Compensated absence

liabilities are computed using the regular pay in effect and related benefit costs at the statement of net
assets date.

Deferred Revenue

Deferred revenue represents unearned student fees and advances on grants and contract awards for which
the University has not met all of the applicable eligibility requirements.

Net Assets
The University’s net assets are classified as follows:

e Invested in capital assets, net of related debt — The University’s investment in capital assets, net
outstanding debt obligations related to the acquisition, construction or improvement of those
assets.

¢ Restricted net assets — expendable — Resources the University is legally or contractually
obligated to spend in accordance with restrictions imposed by external third parties.

¢ Restricted net assets — non expendable — Resources the University is legally or contractually
obligated to retain in perpetuity.

®  Unrestricted net assets — Net assets whose use by the University is not subject to externally
imposed stipulations. Unrestricted net assets may be designated for specific purposes by action of
management or the board.

22




EASTERN KENTUCKY UNIVERSITY

Notes to Financial Statements
June 30, 2004

Release of Restricted Net Assets

financially accountable should be reported as component units in the University’s financial Statements
based on the nature and significance of their relationship with the University. It generally requires
Teporting, as component units, organizations that raise and hold economic resources for the direct benefit of
the University. The University adopted the new statement for the year ended June 30, 2004,

Governmental Accounting Standards Board has issued its Statement No. 40, Deposit and Investment
Risk Disclosures, an amendment of GASB Statement No. 3. This statement provides guidance in common
deposit and investment risks related to credit risk. The University expects to first apply the new statement
for the year ending June 30, 2005. The University does not expect GASB No. 40 to significantly impact jts
financial statements note disclosures.




EASTERN KENTUCKY UNIVERSITY

Notes to Financia] Statements
June 30, 2004

is effective for the year ending June 30, 2005. The University does not expect GASB No. 42 to
significantly impact its financial position or changes in net assets,

~Note2: Deposits, Investments and Investment Return

Cash, Cash Equivalents and Investments

Cash and Cash Equivalents

The University requires that balances on deposit with financial institutions be insured by FDIC or
collateralized by securities held by the cognizant Federal Reserve Bank, in the University’s name.

Deposits

At June 30, 2004, the University held non-negotiable certificates of deposit totaling $26,000. These
certificates of deposit are fully insured by FDIC. For financial reporting purposes, these deposits have been
classified as investments.

Investments

The University’s investments are categorized as to custodial credit risk as either (1) insured or registered,
with securities held by the University or its agent in the University

uninsured and unregistered, with securities held by the counter party or by its trust department or agent, but
not in the University’s name.
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|
June 30, 2004
| Fair
1 2 3 Value
Money market funds and repurchase
agreements . $2,034308 3 - s - $ 2,034,308
Fixed income government securities 6,566,139 - - 6,566,139
S & P index fund - - 39,610 39,610
Lehman Bond index fund - - 15,585 15,585
$8600447 § - § 55195 8,655,642
Investments not subject to
categorization:
Funds held by EKU Foundation 9,175,000
Certificates of deposit 26,000
Total investments $ 17,856,642
%
Statement of Net Assets classification:
Current investments $ 5,661,000
Noncurrent investments:
Held by EKU Foundation ’ 9,175,000
Held by University 3,020,642
Total $ 17,856,642

Funds held by the EKU Foundation are invested as follows: registered investment companies equity funds—
66%; registered investment companies fixed income funds—34%,

- Investment Income

Investment income consisted primarily of interest and dividend income and totaled $817,780 for the year
ended June 30, 2004,
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Student tuition and fees ¥ 9,874,079
Auxiliary enterprises 332,283
Federal, state ang private grants
and contractg 9,821,595
Other state agencies 139,744
Other 1,178,328
— 22 18,5288
Total 21,346,029
Less allowance for uncollectible accounts g6,454,158!
Accounts receivable-pet $ 14,891,871
\w
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Note 4: Capital Assets

Capital assets activity for the year ended June 30, 2004, is as follows:

Balance Balance
June 30, June 30,
2003 Additions Reductions 2004
Capital Assets not being

depreciated
Land $ 4,995,004 $ - 3 - 8 4,995004
Livestock for educationa] purposes 369,345 - (256,145) 113,200
Construction In-progress 9,605,592 13,257,709 (13,451 ,296) 9,412,005
Capitalized bond costs 377,432 281,250 (202,786) 455,896

, Total capital assets
| not being depreciated 15,347,373 13,538,959 ( 13,910,227! 14,976,105
Other capital assets
Land Improvements 9,967,098 214 - 9,967,312
Buildings 204,945,395 5,059,087 (1,122,971) 208,881,511
Equipment 44,771,701 4,837,148 (5,847,237) 43,761,612
Infrastructure - 2,750,181 - 2,750,181
Library Books . 31,721,236 1,071,442 175,090 32,617,588
Total other capital assets 291,405,430 13,718,072 (7, I45,298§ 297,978 204
Less accumulated depreciation for

Land Improvements (8,422,416) (1,112,190) - (9,534,606)
Buildings ' (79,813,786) (3,890,764) 725,158 (82,979,392)
Equipment (30,907,213) (4,267,916) 5,585,534 (29,589,595)
Infrastructure - (107,747) - (107,747)
Library Books (25,627,040[ (1,168,275) 175,091 (26,620,224)
Total accumulated depreciation ( 144,770,455! (1 0,546,892) 6,485,783 (148,83 1,564)
Capital assets, net $ 161,982,348 g 16,710,139 § (14,569,742 ¢ 164,122 745
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Note5: Deferred Revenue

Deferred revenue as of June 30, 2004, is as follows:

Unearned summer school revenue & activity fees $ 1,966,835
Unearned grants and contracts revenue 7,005,792
Other 308,419

Total $ 9,281,046

Note 6:  Bonds Payable and Capital Lease Obligations

Long-term liability activity for the years ended June 30, 2004, is as follows:

Balance Balance Amounts .
June 30, June 30, Due Within
2003 Additions Reductions 2004 One Year
Revenue bonds payable $ 41,485,000 ‘ $ 12,660,000 $ 5,430,000 $ 48,715,000 $ 5,655,000
Capital lease obligations 24,980,000 13,090,888 13,605,000 24,465,888 1,080,072

Total bonds payable and
capital lease obligations $ 66,465,000 $ 25,750,888 $ 19,035,000 $ 73,180,888 $ 6,735,072

Consolidated Education Buildings Revenue Bonds

Consolidated Education Buildings Revenue Bonds were sold to construct or renovate certain academic and
services buildings on campus or to refinance prior issues. The bonds mature in varying amounts through
May 1, 2024, with interest payable at rates ranging from 3.9% to 5.5%. Student registration fees are
pledged for debt service on these bonds. During the fiscal year, $4,430,000 of principal and $1,220,983 of
interest were paid on the bonds. On June 30, 2004, the required debt service reserve of $6,296,884 was on
deposit with the trustee. Total principal outstanding at June 30, 2004, was $36,740,000.

On June 1, 2004, the University issued $12,660,000 of Consolidated Education Buildings Revenue Bonds,
Series V. The bonds bear interest, payable semiannually, at a net interest cost of 4.8% and are due in
varying amounts through 2024. Principal maturities will begin May 1, 2005, and continue until May 1,
2024. Proceeds from the issuance of these bonds will be used to modernize the complete electrical
distribution system and for deferred maintenance needs. The bonds are secured by the net revenues
available for debt service of the University, including tuition and fee revenues. The Series V Bonds are
additionally secured by an insurance policy issued by a commercial insurer and the Debt Service Reserve
Fund established with respect to the Bonds.
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Housing System Revenye Bondy

$ 10,020,054

,204 3,035,943 10,071,147

6,789,442 2,725819 9,515,261

2008 5,296,170 2,429 400 7,725,570

2009-13 20,405,000 8,934 159 29,339,159

2014-18 14,930,000 5,252,795 20,182,795

2019-24 11,990,000 1.561.428 13,551,428
Tota] 3.1 8
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Inventories $ 493,189
Outstanding ®ncumbranceg 2,069,734
Departmenty; Commitmenyg 2,661,098
State trygt funds 2,367,594
State ﬁmding reduction reserve ' 2,035,325
Health care self-insurance reserve 1,300,000
Auxiliary Working Capita] 551,561
Incomplee Um'versity funded capita] Projects - 1,981,945

Uncommjtted funds 1,330,822
—2330,822

Tota] uarestricted peg assets $ 14,791 268
K

Note §; Regionaj UniverSity Excellence Trust Fypqg

The Regiona] University Excellence Trust Fypqg (RUBTF) Was created by the Kentucky Genera] Assembly
With the Passage of the Postsecondary Educatiop Improvemen il 1),

Endonent Match Program, also knowp as “Bucks for Brains”, Provides stae funds op 5 doHar—for—dOHar
match basjs, unds are endowed for the purpogeg of Supporting endowed chairs, professorships.

lue of the funding received from the
Kentucky Genera] Assembly plus Unexpended eamings ereon wag $9,175,000 for the years ending Jupe
is § in Foup, tion.

The Um’vcrsity and the Foundatiop are related Parties, The Um'versity authorizes the Foundatiop 1o solicj
ibutj 0 1ts behalf, I i

Contributions oy ; - In the absence of donor restrictions, the Foundationhas dlscretionary contro]
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Related party transactions and funds held by the Eastern Kentucky University Foundation on behalf of the
University are as follows during fiscal year:

Funds disbursed by the University on behalf of
the Foundation for employee salaries and

benefits $ 650,880
Funds held on behalf of or for the benefit of the

University as of June 30 9,175,000
Funds due to the University by the Foundation 289,976

Note 10: Pension Plans

All full time University faculty members and certain other staff occupying a position requiring certification
or graduation from a four-year college or university, as a condition of employment, are covered by the
Kentucky Teacher’s Retirement System (KTRS), a defined benefit plan. KTRS, a cost sharing, multiple-
employer, public employment retirement System, provides retirement benefits based on an employee’s final

average salary and number of years of service. Benefits are subject to certain reductions if the employee

for disability, death and survivor benefits and medical insurance. Under the plan, members contribute
6.16% of their annual salary and the University contributes 13.84%.

of their annual salary. As determined by the KTRS Board of Trustees, the University contributes 8.21% and
also provides an additional 5.63% to KTRS as an unfunded liability in fiscal year 2003-04. The total of the
University contribution does not exceed 13% but the allocation between contribution to the plan and the

unfunded liability is subject to change each year.

The KTRS issues a publicly available financial report that includes financial statements and rfequired
supplementary information. That report may be obtained by writing to Kentucky Teachers Retirement
System, 479 Versailles Road, Frankfort, KY 40601-3800 or by calling 502 573-3266.
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plan. The current Um'versity Contribution rate ¢, KERS is 5.89%.

Currently there are no Umversity employees OCcupying positiong that would pe considered a5 hazardoyg
under KERS Tegulationg,

The Um'versity maintaing self-insurance program for employee’s health Insurance, Under thig blan, the

Changes in the liability for self insurance are as follows:

2004

Liability, beginm’ng of year : v $ 325112
Accruals for current year claims ang changes ip, estimate 8,395,931
Other costg (820,254)

- Claims pajq (7.336.791)

Liability, eng of year h) 563,998
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The €stimated cost to Complete Constructiop, Projects under Contract a¢ June 30, 2004, js approximateiy
0

$34,000,00 * 1€ projects are ¢, be financeq principally by appropriationg from the Commonwealth and
Proceeds from bonds,

Claims and Litigatip,

The Um'versity is a party to Various litigatiop and othey claims i, the Ordinary Course of businegg.
m'versity officials gre of the Opinion, based Upon the advice of legal counsel, that the ultimate resolutipn
of thege Matters wijj not have 5 Material effeqy on the financjy) Position of the Um'versity.

follo
Salarjeg and wageg $ 98,670,644
Employee benefitg 24, 766,990
Supplies and other Serviceg 38,295,5 18
Trave] 3,455,554
Depreciation 10,54 6,892
Student scholarships and financj,| aid 3,373,943
Utilitieg 4,910,404

Other Operating €Xpenseg 3.501,073

Tota] §187!§21EQ18
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Note 14 Prior Perioq Adjustments

Dunng 2004, the Um'versity discovered an o in Constructiop jp, Process at Jyne 30, 2003, i the
~ amount of $5,64 812, i e Wiversity determincd that RUETF
S financia] Statemengg Thege
of the Easterp Kentyc
June 3¢ 2003

Matching 8rants ghoyjq
. 8rants hag been

nivcrsity Foundation i

, have been Testated as f,

Tecorded in the financja]
I years prior to fisca] 2004, Net assets a5 of
Hows:
Net assets, beginnjng of year, a5 Previously reported $1445 13,861
Adjustmenyg to net assigtg for prior Years:
Overstatement of Constructio j, Progresg (5,641,812)
Recorgd RUETF Matching endowmen; grants 7,892318
——00875,318
Net assets, beginm'ng of Year, ag restated $ 146,764,367
=— 05,367
Note 15, Easterp Kentucky Umversxty Foundatlon

Inc, (Foundatxon) is a Corporation £,
public Purposes jn accordance With the Provisjong
COmponent yp;¢ of Eastern Kentyck Univers;
entucky Iversj

d charitapje purp.
ed appropriate by the
€ncoury

gement of scholarship an
of the Um'versity’s ph

i
Prestige, exp
ysical plant and fac
Use of Estimageg

Studentg and

and the Ieported g €nues and €Xpenseg
Ctual resy]yg could differ from thoge €stimates,
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temporarily restricted or Permanently Testricted bageq upon the eXistence and nature of any donor or legally
imposed Testrictionsg,

Property ang Equipmens

useful lives of the assets,

specific time period or burpose, Pexmanently restricted pet assets have peep restricted by donors to be
Mmaintajned by the Foundatiop, jp, Perpetuity,
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Money market funds $ 13,979
Fixed income funds 10,418,410
Equity funds 20,014,515

—<U14.515

C: Pledges Receivable

Pledges Teceivable at Jupe 30, 2004 consist of the following unconditiong] Promises to gjye:
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June 30, 2004
Temporariiy Permanentiy
Unrestncted Restncted Restricteq Total
Current Contributions

Receivable: ,
Due within one year $ 81,041 $ 27,110 $ 785,859 $ 894,019
Allowance (45,0002 (45,000)
Total Current 81,041 27,110 740,859 849,01p

\\ \\

Long-term Contributions

Receivabie:
Due after one year
to four years 216,136 105,000 1,1 72,938 1,494,074
Due after five Years 74,100 3,000 77,100
lowance

, (205,000) (205,000)

Discount to NPy (32,9702 (1 1,865! ( 132,7092 (1 77,544)
Tota| iong-term 257,266 93,135 838,229 1, 188,630
Net Contributiong receivaple $ 338,307 $ 120,245 $ 1,579,088 $ 2,037,640

D: Property and Equipment

Property and equipment at June 30, 2004 consisted of:

Land $ 1,419 473
Land improvemcnts 8,107
Buildings and improvements 149,500
Machinery and equipment 304,419

1,881,499
Less accumulated depreciation 187,283
Total $ 1,694216
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E: Net Assets
Temporarily Restricted Ner Assets

Temporarily restricted net assets at June 30, 2004 were available for the following purposes or periods:

Scholarships and other program support $ 7,141,944
From time released restriction 503,387
— JU3,367

Total $ 7,645,331
M

Perm anenty Restricteq Net Assers

Permanently restricted net assets consist of restricted endowments requiring principal to be invested in
perpetuity. The income js available for scholarships, chajrg and other University programs.

Net Assets Released JSrom Restrictions

June 30, 2004
Purpose restrictions accomplished/time
restrictions expired:

Scholarsfﬁp Program expenses , $ 503,540
Other educationa] program areas and support 1,779,936
: —_— 117,736

Total $ 2,283,476
%

F: Related~party Transactions

Arlington Golf Course ang Facilities

Eastern Kentucky Universizjy
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The University provides various administrative services to the Foundation. As a result of these related-part
transactions, the Foundation has recorded a payable to the University of $297,916 at June 30, 2004.

G: Assets Held for Others

Assets held for others represent resources in the possession of, but not under the control of, the Foundation.
Assets held for others were as follows at June 30, 2004:

Eastern Kentucky University:
Investments held for

Regional University Endowment Trust Fund $ 9,175,000

H: Annuities and Trusts Payable
The Foundation has been the recipient of several gift annuities which require future payments to the donor
or their named beneficiaries. The assets received from the donor are recorded at fair value. The
Foundation has recorded a liability at June 30, 2004 of $38,109 which represents the present value of the
future annuity obligations which was determined by using a discount rate ranging from 7.3% to 8.1%. That
liability at June 30, 2003 was $8,884 and was determined by using a discount rate of 3.56%.

I: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of certain
significant estimates and current vulnerabilities due to certain concentrations. Those matters include the
following:

Contributions

Approximately 28% of all contributions were received from one donor in 2004.
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